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Substantial Understatenment of Income Tax Liability

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON Final regul ations.

SUWARY: This docunent renoves regulations relating to the
addition to tax in the case of a substantial understatenent of
income tax liability and corrects an obsol ete cross reference.
The I nternal Revenue Code (Code) provision inposing the addition
to tax and cited in the cross reference was repeal ed in 1989.
The changes made by this docunent will not affect taxpayers
because the addition to tax does not apply to returns with a due
date after Decenber 31, 1989 (determ ned without regard to

ext ensi ons).

DATES: The changes nmade by this docunment are effective January
5, 2005.

FOR FURTHER | NFORVATI ON CONTACT: Audra M Dineen, (202) 622-
4940 (not a toll-free nunber).

SUPPLEMENTARY | NFORMATI ON:

Background and Expl anati on of Provisions



Section 6661 of the Code, as in effect before its repeal in
1989, inposed an addition to tax equal to 25 percent of the
anount of the underpaynent of tax attributable to any
substanti al understatenent of inconme tax liability for a taxable
year. Sections 1.6661-1 through 1.6661-6 of the |Incone Tax
Regul ations (26 CFR Part 1) provided rules for determ ning
whet her an addition to tax should be inposed and for conputing
t he amount of any such addition.

The Omi bus Budget Reconciliation Act of 1989, Public Law
101- 239 (103 Stat. 2106), repealed section 6661 effective for
tax returns due after Decenber 31, 1989 (determ ned w t hout
regard to extensions) and substituted, in section 6662, an
accuracy-rel ated penalty applicable to those returns. The
repeal of section 6661 has rendered 881.6661-1 through 1.6661-6
obsolete. This Treasury decision renoves those provisions and
corrects an obsolete cross reference to section 6661 in the
regul ati ons under section 448 (relating to the I[imtation on the
use of the cash nethod of accounting).

Speci al Anal yses

It has been determned that this Treasury decision is not a
significant regulatory action as defined in Executive Order
12866. Therefore, a reqgulatory assessnent is not required. It
al so has been determ ned that section 553(b) of the

Adm ni strative Procedure Act (5 U. S.C. chapter 5) does not apply



to these regulations. |In addition, because these regul ations do
not inpose a collection of information on small entities, the
Regul atory Flexibility Act (5 U S.C. chapter 6) does not apply.
Pursuant to section 7805(f) of the Code, this docunent has been
submtted to the Small Business Adm nistration for comment on
its inmpact on small business.
Drafting Information

The princi pal author of this docunent is Audra M Dineen of
the Ofice of Associate Chief Counsel, Procedure and
Adm ni stration (Adm nistrative Provisions and Judicial Practice
Di vi si on).
Li st of Subjects

26 CFR Part 1

| ncone taxes, Reporting and recordkeepi ng requirenents.

26 CFR Part 602

Reporting and recordkeepi ng requirenents.
Adoption of Amendnents to the Regul ations

Accordingly, 26 CFR parts 1 and 602 are anended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 continues to
read, in part, as follows:

Authority: 26 U S.C. 7805 * * *

Par. 2. In 81.448-1T, paragraph (b)(1)(iii) is revised to

read as foll ows:



81.448-1T Limtation on the use of the cash receipts and

di sbursenents nmet hod of accounting (tenporary)

* *x * * %

(b) * * *
(1) * * *
(1i1) Tax shelter within the nmeaning of section
6662(d) (2) (O .
ok ok k%
881.6661-1 through 1.6661-6 [ Renoved]
Par. 3. Sections 1.6661-1 through 1.6661-6 are renoved
Part 602-- OvB CONTROL NUMBERS UNDER THE PAPERWORK REDUCTI ON ACT
Par. 4. The authority citation for part 602 continues to
read as foll ows:

Authority: 26 U S.C. 7805.



Par. 5. In 8602.101, paragraph (b) is anmended by renoving

the entries for “1.6661-3” and “1.6661-4" fromthe table.

Deputy Commi ssioner for Services and Enforcenent.

Appr oved:

Assi stant Secretary of the Treasury (Tax Policy).



